Medicaid financing: how the FMAP formula works and why it falls short.
Medicaid costs for health and long-term care services for low-income individuals are substantial. As a result, each state's "match rate," or federal medical assistance percentage (FMAP), which determines the share of Medicaid benefit costs the federal government pays, has enormous implications for state budgets and state economies, as well as for Medicaid beneficiaries and providers. Shifts in the FMAP from year to year, even minor ones, can mean the gain or loss of tens or hundreds of millions of federal matching dollars, depending on the size of the state's Medicaid program. This paper explains the FMAP formula, examines the limitations of this method for distributing federal Medicaid financing, and highlights options to address the formula's shortcomings.